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An AICPA publication

for the local firm

SOME MORE THOUGHTS ON PERSONNEL EVALUATION

If people are to develop into future leaders of a
firm, they must understand what they are doing,
the reasons for it and what the rewards are for
doing it well. Evaluation is a counseling process
and one of the ways a firm can motivate its people
to perform to the utmost of their abilities.
Partner Evaluation

Though partner evaluation is very important, it
is a much neglected part of accounting practice
management. And while many firms have set up
formal programs for evaluating their administra
tive and professional staff, the partners have not
established similar procedures for evaluating
their peers.
Quite often, partners’ performances are evalu
ated at the firm’s annual meeting where the dis
tribution of profits is determined with the strong
est partners garnering the lion’s share. Instead
of this practice, it is strongly recommended that
a formal program of partner evaluation be con
sidered.
The program should contain eight basic cri
teria. These form the basis of the guidelines for
self-evaluation and, depending on a partner’s spe
cific specialty or responsibility, one or more cri
teria may be predominant in performance evalua
tion.
The criteria, in no particular order of impor
tance, follow.
□ Practice management includes the effective
ness with which a partner handles the firm’s
clients, performs audits within the budget
and sends out bills and collects receivables
on a timely basis.
□ Technical proficiency relates to the partner’s
accomplishments in keeping abreast of cur
rent accounting and auditing pronounce
ments, FASBs and other bulletins, and in
maintaining the strict quality control stand

ards outlined in the firm’s procedures
manual.
□ Practice development measures a partner’s
ability to bring in new clients and expand
the services offered to existing ones. A part
ner who is particularly effective in practice
development should be encouraged to spend
more of his time in this area.
□ Staff relations gauge a partner's success
in developing staff and in training, counsel
ing and motivating those under his super
vision and in keeping morale at a high level.
□ Personal development recognizes a partner’s
communication skills, ability to delegate, re
lations with fellow partners, maturity, gen
eral appearance and the standard he sets
as a partner of the firm.
□ Professional development relates to a part
ner’s activities in state societies and the
AICPA. Membership and direct participa
tion on committees would attest to his be
ing a fully rounded partner.
□ Community activities consider a partner’s
involvement with civic, church and social
organizations which help create an aware
ness of the firm and the quality of its per
sonnel.
□ Support of the firm relates to a partner’s
support of the firm’s decisions, participa
tion in partner’s meetings, effectiveness in
communicating the firm’s position to the
staff and, in general, being a team member.
None of us can fit all of the criteria to a one
hundred percent degree. Partners should recog
nize this and try their best to operate at as high a
level within each of the categories as possible.
It is a good idea to start an evaluation program
on an annual basis. Then, if it is found to be
effective and a more frequent evaluation is de
sired, changes can be instituted. In some firms,
the evaluation is done on a semiannual basis with
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the midyear evaluation being more of a summary
type review.
A self-evaluation form should be used by the
partner being evaluated, but only where guide
lines have been set up so that he knows what is
expected of him and can rate himself accordingly.
The evaluating partner, which in most cases
will be the managing partner, can discuss with
the partner being evaluated any criticisms by his
peers. This will help convince him that the opin
ions expressed are not just those of the managing
partner.
While the partner being evaluated is filling out
the self-evaluation form, the other partners should
complete a similar form evaluating him. This
should then be forwarded, anonymously, to the
evaluating partner for review and use during the
discussion.
The evaluation procedure is usually conducted
on a one-to-one basis, though sometimes in larger
organizations another partner, such as the tax
partner, sits in if the person being evaluated works
directly under his control. In any event, the eval
uation interview should be structured as a coun
seling session with constructive recommendations
being made at the end of the meeting.
Partner evaluation may also come about
through: negative criticism from clients, such as
their asking for a change of partner on the ac
count; loss of the account; or poor management
reflected in slow collection of accounts receivable.
A partner should be rated on the way he relates
to clients and staff and on the way he manages
his practice (it should be as though it were his
own firm). This enables each partner to be rated
equally with regard to his responsibilities.
Goal setting offers a challenge for the partners
to improve both their compensation and their
status within the firm and enables them to meet
the criteria that the firm expects of them.
Most people respond to challenges and perform
better when they have set goals by which to judge
themselves. The goals should be mutually agreed
upon by all of the partners. Then, everyone knows

what is expected and all can work together toward
a common goal.
As is the case with staff people, it is better that
the partners have separate evaluation meetings
for performance and compensation. If money is
the topic, very little else of the conversation is
retained. Also, it is more effective to discuss
monetary matters at a meeting where the criteria
for awarding additional compensation can be dis
cussed and a decision can be reached as to whether
the partner is being adequately compensated.
It is imperative that partners be given authority
as well as responsibility if they are to perform
well, to grow and to achieve the goals that have
been mutually set. And, it is up to the managing
partner to see that all partners operate with the
responsibility and authority delegated to them.
Evaluating the Administrative Staff

Because of the importance of all its people to
its product, it is necessary for a firm to evaluate
and counsel its administrative staff on a regular
basis as well as the professional staff and the
partners. Here are some points to keep in mind:
□ Have the administrative staff fill out self
evaluation forms and regularly schedule
individual evaluation meetings between the
staff members and the person with whom
they work most closely.
□ Often, a partner or a high level management
person becomes the counselor for the staff
and administrative personnel. This should
be encouraged, although this person should
understand that he or she is not expected
to solve problems alone but to convey them
to the managing partner or members of the
management team.
□ The guidelines for evaluation criteria should
be geared specifically toward the type of
work that the administrative staff member
is performing and personnel should be rated
within these contexts.
□ Administrative personnel are often reluctant
to accept responsibility because they do not
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think they will get the authority that should
go with it. Constant counseling may be re
quired if they are to achieve the self-reliance
necessary for them to work in their desig
nated positions.
□ Increased responsibility should be rewarded
with an increase in salary. Administrative
personnel do not have the goal of future
partnership in the firm to motivate them as
do professional staff people, and the salary
motivator is likely to be more significant for
them.
The following points summarize the evaluation
procedure:
□ All evaluation meetings should end on a
constructive note with both parties in agree
ment with the evaluation and on the de
cisions reached to correct any weaknesses.
□ As soon as possible after decisions are made,
they must be conveyed to the personnel they
affect. Lack of communication can deflate
morale and defuse a good team spirit. So, set
up a process (formal or informal) to pass
information through the proper channels.
□ Clients can be an excellent source of infor
mation for the evaluation of partners and
staff. But, don’t overlook the possibility of
clients downgrading the staff in an attempt
to receive an adjustment in fees.
□ Put remedial programs, that result from
evaluation interviews, into effect as soon
as possible and have them followed through
and monitored by the managing partner. The
credibility of future evaluations will suffer
if decisions are not carried through.
□ Have a committee review the evaluation
process periodically, and make revisions in
order to update it and make it more effective.
□ Select the evaluators very carefully, choos
ing only the best suited, then send them to
courses to continually upgrade and hone
their skills.
A firm should always be on the lookout for new
people to do the evaluating as this will bring
fresh thoughts and ideas into the program. The
firm’s future leaders will develop from the evalu
ation process, resulting in well-satisfied clients
and enabling the practice to grow and be per
petuated.
- this is the second
of two articles that were
adapted from a speech
“People Are Our Product”
by Martin M. Prague, CPA, Orlando.

Factors in Choosing and Changing
CPA Firms
Corporate financial officers and members of audit
committees indicate that technical competence is
the single most important characteristic they look
for when selecting or evaluating a CPA firm.
However, a study, part of an opinion survey
sponsored by Deloitte Haskins & Sells and con
ducted in October and November 1977 by Reichman Research, Inc. of New York City, revealed
that there are several other factors that play an
important part in the selection procedure.
The opinion survey was based on personal in
terviews with 956 individuals representative of
six specific groups, and almost half of the respond
ents were corporate financial officers.
In this particular segment of questioning, re
spondents, who in an earlier question indicated
that they are involved in the evaluation process
(this eliminated two groups), were shown a list
of 24 items from which they were asked to single
out the characteristics they consider most im
portant in selecting or evaluating a CPA firm.
Corporate financial officers and audit committee
members agree on the order of four items at the
top of the list.
Technical competence is rated the most im
portant characteristic by 70% of the corporate
financial officers and 77% of the audit committee
members. Next is the overall reputation of the
firm (60% and 61%) followed by the quality of
work performed (50% and 57%). Experience in
their industry is the fourth item according to 47%
of the corporate financial officers and 48% of the
audit committee members.
Other items deemed important by the financial
officers are: that the CPA firm provide a full range
of auditing and related services (42%); the overall
quality of service provided (42%); the level of
experience assigned to the audit team (39%); and
the depth of the firm’s personnel (37%).
The audit committee members think the depth
of a CPA firm’s personnel is the fifth most impor
tant characteristic (48%), followed by its com
mitment to ethics (43%), and a provision for a
complete set of auditing services (39%).
The corporate financial officers were asked to
name the factors which would cause their com
pany to consider changing audit firms. The first
four of these are: a major decline in the quality
of service (38%); if fees were to go too high
(24%); a difference of opinion on major account
ing issues (14%); personality problems resulting
in an inability to work together (11%); and a
major change in quality of personnel (11%).
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In addition, there are scattered references re
lating to the CPA firm’s reputation/integrity/
ethics being called into question by major litiga
tion (8%), lower levels of responsiveness (7°/o),
inability to provide service within required time
(6%), inappropriate advice on major issues (6%)
and gross negligence (6%).
To obtain information about CPA firms other
than the one they retain, corporate financial offi
cers look primarily to business acquaintances
(33°/o), and then to other CPA firms directly
(24%) or to the clients of other CPA firms (13%).
Other sources of information are friends and
personal contacts (10%) and reading professional
articles and position papers of firms (6%).

A Point of Interest
It is possible that by changing the date of a pay
day, some of your clients could earn themselves
a bit more interest.
For example, if a payday is on the 15th of each
month and there is a cumulative liability of $2,000
or more in payroll taxes, a deposit must be made
within the next three banking days.
However, if the payday is on the 16th, the pay
roll taxes aren’t due until up to three banking
days after the 22nd of the month.
This could result in seven extra days during
which that money could earn interest.
And, to a client with a large payroll, that could
be worth a point or two.

Mini-courses on Federal Taxation
In response to requests, the AICPA’s CPE division
has developed a series of tax mini-courses for
scheduling by state societies or for use by firms
as in-house presentations.
Mini-courses are group study presentations,
usually two hours in length, which are intended
to give a broad outline of a subject such as estate
planning or to discuss one point in particular,
e.g., Clifford Trusts.
Topics were chosen to give CPAs
□ A better understanding of areas in which
they may wish to concentrate their continu
ing professional education.
□ Information based on articles or lectures
that are not otherwise readily available.
Please contact your state society for further
information on the various mini-courses.

Establishing and Running Branch Offices
There are several factors to consider before open
ing a branch office, and it is also important to ex
amine the concept of branch offices and its rela
tionship to the firm’s long-range plans. Carefully
developed plans and ideas should not be aban
doned merely to permit operating within a multi
office framework.
Here are a number of reasons for opening a
branch office:
□ If the firm has several clients concentrated
in a relatively small area some distance from
the existing office.
□ If travel time and expense become major fac
tors in servicing a number of clients.
□ If important clients establish operations in
a particular area.
□ If the accessability of the CPA firm to the
client is materially improved.
□ In order to penetrate a potential market for
new clients.
It can be advantageous for the firm to be repre
sented in a prosperous business community. Evi
dence of such an environment includes
□
Established population growth trends.
□
Low unemployment.
□
A significant number of new business starts.
□ The relocation of established businesses into
the area.
□
Strong banking and lending institutions.
□
Progressive civic leadership.
The establishment of a branch office can open
up opportunities for advancement if the firm has
a number of highly qualified people at the man
ager level, and there may be advantages to relocat
ing someone with a particular technical expertise
near clients in that industry.
But there are some negatives to consider as well.
Not all members of the staff may wish to sever
business and family relationships to start anew in
another location. However, these problems can be
overcome with careful planning.
When opening a branch office, the decision must
be made whether to start from scratch, or acquire
or merge with an existing practice.
In starting from scratch, the firm has more flexi
bility in choosing a location, more opportunities
to place its personnel and fewer problems in in
doctrinating the staff in its technical and adminis
trative procedures.
Nevertheless, the financial risk can be substan
tial, particularly if there are no existing clients in
the desired location. The presence of some clients
will lessen the financial commitment by the reduc
tion in travel and other expenses incurred in ser
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vicing them from the present home office.
The financial risk can be reduced through ac
quiring an existing practice if it is of the desired
quality and can be retained afterwards.
Before acquiring practice, a CPA firm should
□
Make sure that the agreement
(1) Provides for the continuance of desired
personnel of the acquired firm.
(2) Contains provisions for the retention of
existing clients.
□ Conduct a thorough review of the practice,
areas of importance being
(1) Size of the practice in chargeable hours
and revenues.
(2) Technical competence and number of
personnel.
(3)
Types of engagements performed.
(4) Administrative and technical proce
dures employed.
(5)
Relations with existing clients.
(6)
Potential of existing clients.
(7)
Collection records.
(8)
Levels of pay and fringe benefits.
It is a good idea to make a list of factors to be
considered during the review of a possible acquisi
tion candidate.
Some firms have found that the best solution to
the problems that arise in opening a branch office
is to acquire an existing practice and supplement
it with clients and personnel from the parent firm.
This way they can obtain some of the advantages
of both methods.
Guidelines must be established to ensure that
the technical and administrative procedures fol
lowed by the new office are the same as those used
by all other offices of the firm.
Technical quality can be obtained by having all
reports centrally reviewed or by utilizing inter
office quality reviews.
Over time, the firm must establish recruiting,
training and supervisory procedures and monitor
them to promote consistency in all offices.
If the firm has several branch offices, a commit
tee can be established with representatives from
different locations to provide input for new firm
procedures, prepare position papers and monitor
the technical quality of the practice.
Goals should be established for the office, taking
into consideration the longer-term viewpoint of
the office becoming a viable, profitable and selfsustaining division of the firm.
Sufficient resources of manpower and capital
must be committed to the development of the new
office even if this means setting the budget at levels
that would be unacceptable for established offices.

As the new office progresses, the budgeting for it
will gradually conform to that for other offices.
In the beginning, many hours of nonchargeable
time may be necessary for client relations and
practice development and, during peak periods of
personnel needs, it may be necessary to assign
additional staff from other offices. Scheduling
needs must be communicated promptly if staff are
to be available when needed.
Start-up costs for a new office can be high. Ex
penses include those for furniture, equipment and
supplies, various deposits for utilities and leases,
and association dues and fees for civic and social
clubs. There will also be moving expenses for staff
assigned to the new office and costs associated
with entertainment and promotion.
Most of these expenses are unusually high for a
short period although those for client relations
and promotion may continue that way for several
years if the practice is to be properly developed.
Procedures must be set to monitor the branch
office with minimum effort and paperwork. The
major areas to be monitored are:
□ Personnel utilization. Proper scheduling,
budgeting and coordination with other of
fices should be established. The branch office
should report any staff shortages as soon as
possible for budgeting purposes.
□ Technical quality control. Absolute compli
ance is a must because when a firm operates
with more than one set of technical stand
ards it results in confusion, lower work qual
ity and, ultimately, loss of clients.
□ Financial operations. No matter what the
level of involvement by the branch office, all
financial activity should be reported to the
home office periodically. The branch office
should prepare a monthly financial state
ment for the home office that permits com
parison of actual performance with pre-de
termined budgets.
The evaluation of the branch office must give
recognition to the fact that although goals were
realistic at the time they were established, they
may now be unacceptable, and alternative courses
of action may have to be considered.
In any event, the firm must be prepared to take
quick, responsive action to cure any unsatisfactory
performance by a branch office and not delay de
cisions until the firm’s welfare is harmed.
To keep the operations of branches running
smoothly, meetings between home and branch of
fice personnel should be held frequently. The par
ticipation of junior staff people in the delibera
tions will give them recognition and boost morale.
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An Emergency Assistance Plan
The death or disability of its principal can be
devastating to a small firm unless ways can be
found to continue the business.
Lee E. Schwartz of San Mateo, California, says
that when, in the 1950s, a group of 25 CPAs
(mostly individual practitioners) in the San Fran
cisco peninsular area began meeting for breakfast
once a month to discuss their problems, they
found that the question of what to do in the event
of the principal's absence was a major worry for
them all.
They decided to do something about this and,
in July 1962, adopted an emergency assistance
plan to assure continuance of a member's practice
in the event of his disability or death.
Mr. Schwartz says that the group now has grown
to 59 members and although they are all still ac
tive, the passing years have made the original 25
members more appreciative than ever of the plan.
The group is still informal and operates in much
the same way as it did over 20 years ago, although
now a greater number usually attend the break
fast meetings.
A practice management questionnaire was de
veloped early on, and this is circulated to members
every few years.
Participants answer questions on a variety of
topics such as gross billings, salaries and other
financial data, vacation policies, office equipment,
etc. The data are run through a computer and
members can then compare their firms to an
average.
The emergency assistance plan is presented for
the benefit of other small groups of CPAs who
would like to set up a similar service.
Peninsula C.P.A. Assoc.
Emergency Assistance Plan

Recognizing the need for a plan to maintain the
operation and preserve the value of the practice
of a member of Peninsula C.P.A. Assoc. in the event
of incapacity, illness, accident or death, we, the
undersigned, agree to act according to the rules
stated below if called upon to act as a member of
the standing committee or as agent.
The standing committee shall be composed of
three members of the Peninsula C.P.A. Assoc.
elected at a general meeting with a quorum of
more than 50 percent of the organization’s current
mailing list. The committee is permanent. Also,
the committee shall meet at least once annually to
review and recommend changes in this memoran
dum to the group for action.

The duties of the standing committee shall be as
follows:
1 Upon learning of the illness, accident or death
of a member, they shall meet and call upon wife
or send appropriate letter (exhibit A or B) to
parties concerned. They shall determine avail
ability of candidate to serve as agent. Elements
to be taken into consideration in this appoint
ment are:
a)
Availability of agent’s time.
b)
Type of practice.
c)
Size of practice.
d)
Location of practitioner’s office.
e)
Availability of practitioner’s staff.
2 Upon receipt of letter of authorization from
wife or practitioner (exhibit C or D), appoint
agent.
3 Give close supervision to agent and meet with
him at least monthly for purpose of reviewing
action taken by agent.
4 In case of death, meet with widow and her ad
visors at the earliest possible time to discuss
potential successor to the practice.
a) Determine value of practice and present
to widow.
b) Determine best method of obtaining suc
cessor and present to widow.
c) If authorized by widow, proceed to find,
receive and refer to widow all offers for
her decision.
Agent:
The agent shall direct and supervise the operation
of the practice and
□ Immediately upon appointment visit prac
titioner’s office and advise staff of plan.
□ No more than three days after receipt of
letter of authorization from widow, he shall
notify clients on practitioner’s stationery
(see sample letter).
□ Shall then analyze time requirement to
maintain practice and report the findings to
the standing committee. The agent shall for
mulate a means to best maintain the prac
tice which shall be submitted to the standing
committee for acceptance.
□ Shall continue to carry out plan approved by
standing committee until released by action
of the standing committee. A resignation will
be accepted within two weeks by the stand
ing committee within which time a successor
agent will be appointed.
□ Shall meet with the standing committee at
least once each month.
□ Shall respect internal procedures of practi
tioner, particularly with respect to billing of
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clients, collection of fees and preparation of
checks for disbursement of funds.
□ Shall compile records of time spent as agent.
The agent's compensation shall be on follow
ing basis:
C.P.A. Not to exceed 80 percent of
practitioner’s hourly rates.
Other (agent’s staff) Not to exceed 60
percent of practitioner’s hourly rates.
Should the practitioner not be a member,
rates charged shall be at agent’s prevailing
rate for himself and staff.
□ Shall have right to hire additional staff.
General
Neither the Peninsula C.P.A. Assoc. nor its ap
pointee has any proprietary interest in the de
ceased practitioner’s practice. The standing com
mittee is always ready to act in an advisory capac
ity to the widow.
The standing committee or its agent shall do
nothing to disturb the C.P.A.’s office as “the ac
counting office of the practice.”
All signed reports shall be under practitioner’s
letterhead signed in his name by agent.
In the event agent does not carry malpractice
insurance, he shall immediately apply for same.
At the discretion of the standing committee, the
premium may be charged to the practice being
served.

Exhibit A

Exhibit B
Date----------------

Dear Mrs:
It is with regret that we heard of the death
of your husband.
We wish to remind you that the Peninsula
C.P.A. Assoc. stands ready to act in your be
half to maintain the value of his practice in
accordance with our emergency plan, a copy
of which you received and acknowledged on

May we remind you that you cannot give
us authority until you have received special
letters of administration. To this end you
should immediately contact your attorney.
We are enclosing a sample letter you may
use after receiving the letters of administra
tion referred to above.
Very truly yours,
Encl.

Exhibit C
Date----------------

Date----------------

Dear Mr. and Mrs:
It is with regret that we heard of Mr.
--------------------- illness. We wish to remind
you that the Peninsula C.P.A. Assoc. stands
ready to act in your behalf to maintain the
operation of his practice in accordance with
our emergency plan, a copy of which you re
ceived and acknowledged on
We cannot act without your written au
thority. We are attaching a sample letter
which you may use for this purpose.
Very truly yours,

To the Peninsula C.P.A. Society:

Please be advised of the disabling illness
of-------------------------I wish to authorize the Peninsula C.P.A.
Assoc. to act in accordance with the emer
gency plan dated------------ ------Neither the association nor any individual
in the society acting under the plan will have
any legal responsibility or liability.
Very truly yours,
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Exhibit D

Letter to Client
Date----------------

To The Peninsula C.P.A. Assoc.
Please be advised of the death of-----------

I have received special letters of adminis
tration from the court for purposes of man
aging and preserving his practice.
It is in this capacity that I hereby appoint
you to act as my agent and to perform those
duties specified in the emergency plan dated
Neither the group nor any individual in the
society acting under your plan dated
--------------------------will have any legal re
sponsibility or liability.

Very truly yours,

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

Date----------------

Dear----------- ------- :
It is/was the desire of Mr,
your certified public accountant, that the
service rendered to you be continued during
his illness/after his death.
It was with this understanding that he au
thorized the Peninsula C.P.A. Assoc. to act
on his behalf.
The standing committee of the Peninsula
C.P.A. Assoc. has appointed Mr
as its agent to assure that there will be no
interruption in the accounting service ren
dered you. If any immediate problems arise,
you can reach Mr.--------------------- through
the above number.

Agent
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